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LETTER OF TRANSMITTAL 


DrceMBER 22, 1954. 
Hon. Homer E. Carenart, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Senator Capenart: I have the honor to submit the final 
report of the citizens advisory committee which was appointed by 
you as chairman of the Banking and Currency Committee of the 
United States Senate, in the summer of 1953, to study the financial 
aspects of international trade. The report represents months of 
study by the committee’s members. I am hopeful that it contains rec- 
ommendations of genuine significance for American policy in this 
important sphere. 

An interim report of the committee, covering only the operations 
of the Export-Import Bank and the World Bank for Reconstruction 
and Development, was submitted to you in June 1954 and made a 
part of your committee’s hearings on Export-Import Bank legisla- 
tion. Because many of the recommendations made in this interim 
report have been adopted in subsequent legislation covering the ex- 
panded operations of the Export-Import Bank, a copy of the interim 
statement is included as an appendix to this report. 

In order to tap the experience and knowledge of the large and 
distinguished group of committee members, an exhaustive question- 
naire was prepared and submitted to all members. Many of the 
members had the benefit of large research staffs in their organization 
and valuable material was prepared and submitted. A small steer- 
ing committee then divided the answers among subgroups of our 
committee and draft _—ee were prepared from which a draft in- 
terim report was assembled. Two-day hearings were then held in 
Washington in May 1954. Following this we secured the services 
of Prof. Ezra Solomon, of the School of Business of the University 
of Chicago, who reviewed all committee materials and prepared a 
revised draft. This was resubmitted to the entire committee for 
approval and the attached report is a result of their considered criti- 
cism and comments. 

No one committee member can be held responsible for all statements 
in the report. Nevertheless, we believe the recommendations of the 
report emanate from a consensus of the group and thus carry real sig- 
nificance as representative opinion of a body of American industry, 
banking, agriculture, and labor. 

I believe the committee shares a common conviction that our na- 
tional solvency is the best continuing guaranty of improved world 
economic conditions, and that therefore foreign financial policy must 
be judged in the light of its impact on our domestic economy. At the 
same time, there is an increasing awareness of the importance of inter- 
national trade and investment to American business and of the fact 
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that a solution to the basic problems of international trade is essential 


to maximum employment and prosperity, both at home and abroad. 
? debt to its vice 


y? 


L should lke to express the committee’s great 
*hairmen., Mr. Alan a Temple and Mr. Robert 6} Graham, to Mr. 
William Simon, general counsel, to Mr. Vance Brand, who until 
lis appointment to the Board of the Export-Import Bank was the 
ind to Dr. Ezra Solomon who prepared 


on mittee’s able secretary, 
n combining the many viewpoints in- 


in outstanding piece of work 
volved. I should also like to express my own appreciation to all the 


individual members who have worked untiringly and unselfishly to 
make this a useful and effective document. 


Respectfully submitted. 
Roy C. Incrrsoiti, Chairman. 
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IssSuES AND PRINCIPLES 


A sustained flow of credit and capital is essential for the optimum 
development of trade. This is as true for trade between nations 
as it is for trade between regions within a single nation. 

To the extent that the economic strength and development of the 
free world needs a growing interchange of products and skills, it also 
needs a growing interflow of credit and financial capital 

An international flow of capital adequate for the sustained financing 
of an optimum ievel of international trade does not now exist. Dy- 
namic changes in the structure of the world’s economy require chang- 
ing patterns of trade. The fulfillment of these new trade patterns 
depends in large measure upon the parallel development of new pat- 
terns of capital flows between nations. In the absence of these capital 
flows, economic growth and change give rise to balance-of-payments 
problems. 

In an attempt to meet balance-of-payments problems arising from 
the dynamic changes of the last 25 years, the free world has resorted to 
a series of short-run emergency devices. These devices—inter- 
governmental gifts and loans, currency restrictions, and a large 
measure of government interference over exchange and trade—have 
in turn created an environment within which a long-run solution to 
the financial problems of international trade will not emerge on its 
own. The establishment of an adequate financial framework and 
adequate financial flows will come about only as a result of consistent 
policies and consistent actions for implementing these policies 

This committee believes that the time has arrived for a transition 
from ad ho emergency devices to as istainable Svstem ol! international 
financing. We also believe that the United States, as a principal 
trading partner and as the principal source of technical and financial 
capital inthe free world, must take the initiative in developing such 
a transition. 

It is with these behefs that this committee presents its findings 
regarding proper financial policies and recommendations for their im- 


plementation. Many of the factors we cover are already known, but 


require reiteration either because they are not now in force or because 
they are essential to a unified program for constructive action in this 


sphere. 


i 
] 
i 


THE OUTFLOW OF UNITED STATES CAPITAI 


Since the end of World War II, the United States has provided total 
long-run capital outflows amounting to nearly $50 billion for the 
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conomic and financial development of other nations. This total 

xcludes governmental grants for military purposes 

While some of this outflow resulted from reconstruction needs of 
in emergency nature, a considerable part ol the outflow represents 
long-run needs arising from underlying changes in the world structure 
f population, production, and prices. An important feature of these 
hanges is the emergence of the United States as the world’s largest 
source of technical skill and investable capital. The potential demand 
for United States capital on account of basic structural and develop- 
mental needs is likely in the future to require larger rather than 
smaller outflows of long-run financing than the total postwar rate of 
$5.4 billion per annum.? These capital outflows, if soundly financed, 
will be of substantial benefit to economic development and welfare 
both at home and abroad. 

However, a continuation of the postwar pattern of financing capital 
utflows is neither feasible nor desirable. Of the average annual 
postwar outflow of 5.4 billion dollars, 2.6 billions were financed by 
means of outright grants from the United States Government, 1.6 
billions were financed by means of governmental credits, and 1.2 


billions through the increase of private long-term investment abroad 
GRANTS 


he unprecedented use of outright vovernmental erants as a finane- 
ng device in the postwar period is a result of the emergency situations 
reated by recent wars 

The use of such erants as a long-run solution to the problem ot 
financing trade is completely inconsistent both with the economi 
philosophy and with the welfare of this Nation 

This committee heli Ves that the need for et onomic @rants-imn-aid as 
a financing device no longer exists. It recommends therefore that no 
further appropriations for such grants be made.’ Any grants made 
for humanitarian purposes, such as disaster relief abroad, or for 
political or military purposes, should explicitly be defined as such 


PRIVATE FOREIGN INVESTMENT 


The committee is in general agreement with the view expressed by 
the President in his message to Congress of March 30, 1954 

An increased flow of United States investment abroad could contribute 
iificantly to the needed expansion of international trade. It also could help 
naintain a high level of economic activity and employment in the United States 
Further, such investment contributes to the development abroad of primary 
resources needed to meet our own ever-increasi! needs even while it helps to 
strengthen the economies of foreign countries. 

The export of United States products and technical skills for 
economic development abroad and the financing of these exports 
belongs properly to the private sector of the American economy. 
This committee believes that no desirable and sustainable pattern of 
international finance can develop unless concerted action is taken to 


Although militarv gra i lay a int \ sl ments, the motives underlying them are 
primarily noneconomi less otherwise indicated, such grants excluded from the discussion in this 
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reestablish private long-term capital flows as the principal cornerstone 
of international financing. 
This committee’s beliefs and recommendations regarding measures 


for the expansion of private foreign investment are given detailed 
consideration in a separate section of this report. 


THE LIMITATIONS OF PRIVATE INVESTMEN1 


If concerted action is taken both at home and abroad along the 
lines suggested by this committee, the resulting flow of priv: = foreign 
investment can be expected to provide a sound and sustainable system 
of financing the pattern of commodity flows required for optimum 
economic development. 

However, in the interim and probably in the foreseeable future, 
there will be sectors of the world economy which will need financing 
but to which private capital may not be avail: ~~ in sufficient volume, 
in spite of honest attempts which are made to attract it. Typic al 
sectors where such conditions are likely to ss ‘vail are the provision 
of basic harbor and transportation facilities; power, flood control, 
and other utility projects; and developments in the fields of sanitation 
and agriculture. Development in these sectors is also normally essen- 
tial in order to attract private capital into other enterprises within 
an area, 

The financing of such developments through direct United States 
Government loans through the Export-Import Bank or through the 
International Bank for Reconstruction and Development may be a 
necessary and desirable factor in the pattern of international financing 
in cases where private capital is unwilling to flow. 

Other purposes for which the use of United States governmental 
credit is both justified and compatible with the financial system being 
proposed by this committee are— 

(a) the provision of credit to facilitate certain types of United 
States exports, 

(6) the financing of facilities abroad for the production of 
strategic materials required by the United States economy, 

(c) the granting of credits to foreign governments and agencies 
in cases where the nongranting of such credit would produce a 
real and demonstrable impairment of the free world’s future 
security. 

GOVERNMENTAL LENDING 


This committee believes that governmental lending within the 
appropriate areas outlined can most effectively contribute to the 
development of a desirable and sustainable system of international 
finance if it ieee to the following elements of policy: 

(a) if it is always supplemental to, never competitive with, 
private investment, 

(6) if it provides for maximum participation by the private 
sector either through joint participation or through secondary 
resale of Government loans to the private sector, 

(c) if the principle is announced and adhered to that govern- 
mental loans will not be available for projects where private 
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capital refuses to venture because of the nonremoval of obstacleg 
under the direct control of the governments of these areas.' 

This committee’s recommendations, particularly with regard to the 
functioning of the principal long-run foreign lending agency of the 
United States Government (the Export-Import Bank of W ashington) 
and of the principal international agency for long-term loans” (the 
International Bank for Reconstruction and Development) are con- 
tained in a separate section of this report. 


CURRENCY CONVERTIBILITY 


The lack of convertibility between different currencies has been 
and still is a principal flaw in the international financial system. 
While inconvertibility is a symptom rather than a cause of under- 
lving weaknesses in international finance, the continued lack of con- 
vertibility can in itself become a significant cause of further aberra- 
tions within the financial system. 

This committee notes with satisfaction ve progress which has been 
made in many parts of the world toward a strengthening of under- 
lying financial relations. A majority of the committee believes that 
conditions are now ready for the extension of currency convertibility. 

The committee’s detailed discussion and recommendation in this 
sphere are given in the third and last section of the three sections 
which follow. 


THe Exporr-ImMporr BANK AND THE INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 


OVERNMENTAL LENDING 


This committee believes that public financing of foreign trade is not 
desirable for its own sake and that it should be emploved only when 
important objectives of national and international policy cannot be 
realized through private channels. 

The use of governmental financing involves potential dangers in- 
evitably associated with Government participation in the commercial 
sphere In the field of pe lending, the following dangers exist 
and must be recognized if public lending is beneficially to be invoked 
as a tool of national pohe \ 

1) The danger that public lending might supplant the private 

(low of capital it was originally designed to supplement. 
b) The fate that the existence of a public supply of funds 
ht remove the pressures on capital-demanding nations to 
restore desirable investment conditions which would attract 
private funds within a competitive international capital market. 
c) The danger that public lending might encourage other 
vovernmental restrictions and interventions both at home and 
abroad that would serve to retard progress toward a freely func- 
tioning and sustainable system of international trade and finance. 

This committee believes that these potential dangers can be avoided 
if public lending agencies are required to view their immediate tasks 
of filling gaps left by the present operation of private finance as part 


M I r. We “ es to add the following statement to this paragraph 
Foreign financial assistance must be basically judged in the light of the impact on our domestic economy. 
I do not believe that United States taxpayers’ money should be employed to finance foreign production 


and competition against ourselves in world markeis 
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of a larger policy which is designed to create basic long-run conditions 
within which these gaps will themselves tend to be eliminated. The 
committee’s suggestions for policy guides that will best implement this 
dual responsibility of public le nding agencies have already been out- 
lined in an earlier section. 

This committee believes that the facilities offered by the principal 
public lending agencies with which this report is concerned—the 
Export-Import Bank of Washington and the International Bank for 
Reconstruction and Development—have been necessary within the 
difficult international financial conditions of recent years. Until 
worldwide conditions are established for the full functioning of pri- 
vate international financial markets, it is desirable that these public 
lending institutions continue the active part which they have played 
in complementing private financing.! 

The committee wishes to commend the banks for the services which 
they have rendered in promoting trade and economic development 
during a critical period and also for the technical competence and 
efficient management which they have displayed under difficult 
conditions. 

The committee further believes that if the funds or obligations of 
United States taxpayers are to be utilized in foreign financing, they 
are most appropriately utilized through productive, self-liquidating 
projects screened by these banks rather than through the use of 
governmental grants-in-aid, 


THE EXPORT-IMPORT BANK 


The Export-Import Bank of Washington 's the principal foreign 
lending agency of the United States Government. It was created in 
1934 primarily to-— 
aid in financing and to facilitate exports and imports and the exchange of com- 
modities between the United States or any other Territories or insular possessions 
and any foreign country or the agencies or nationals thereof 

Subsequent legislation has extended its operations and increased 
its lending capacity. 

The experience of many members of this committee and the record 
of the bank gives evidence that the bank has been well and success- 
fully managed by an able and competent staff. 

The committee in an interim report recommended and notes with 
approval the recent amendments to the Export-Import Bank Act 
under which 

(a) ‘“The Export-Import Bank of Washington shall constitute 
an independent agency of the United States, and neither the bank 
nor any of its functions, powers, or duties shall be transferred to 
or consolidated with any other de ‘partment, agency, or corpora- 
tion of the Government unless the Congress shall otherwise by 
law provide.” 

(b) The president of the bank has been made a member of the 
National Advisory Council of International Monetary and 
Financial Problems. 

(c) The lending authority of the bank has been increased by 
$500 million.’ 





1 Mr. W.. W. Cumberland dissents from this paragraph 
2 Mr. W. W. Cumberland dissents from this paragraph 
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This committee’s recommendations regarding the policies and opera- 
tions of the Export Bank are as follows: 

Authority. The lending authority of the Export- Import Bank 
should not be limited as to term or type of loan, and should be re- 
stricted only by sound banking practices and by the national interest 
of the United States, 

Lending policies. —The lending operations of the bank should strive 
to serve the following goals 

a) The provision of short- and long-term credit facilities as are 
necessary to supplement those available from private sources, so 
as to permit manufacturing and trading exporters of the United 
States to compete on even terms with those of other nations. 

The provision of facilities for the financing of projects 
abroad which will supply strategic raw materials required by this 
Nation. 

The maintenance of high levels of exports for United States 
agriculture and industry, 

The financing of projects in which American proprietor- 
ship has an equity interest. 

The encouragement of maximum participation by private 
investments and enterprises in foreign markets. 

Private participation. The widest possible private participation 
in loans made by the bank is desirable as an end in itself and also be- 
cause it minimizes the direct cash drain which is placed on the Treas- 
ury of the United States by the lending operations of the Export-Im- 
port Bank. T ” bank should therefore be alert to exercise its powers 

1) to sell all or part of its portfolio of loans to interested private 
investors and (2 to secure Maximum private participation in new 
loans.’ 

Rates—The Export-Import Bank should establish interest rates 
and maturities as closely as possible consistent with the interest and 
maturity requirements of private finance.* 

Reports.—The reports of the bank should, to the extent possible, 
publish in detail its experience in each foreign loan to the end that the 
American investor can be more familiar with the nature of inter- 
national finance. 

Guaranties.—The bank should through its guaranty program strive 
to expand the use of private funds for new credits which it authorizes 
in lieu of using funds borrowed from the Treasury. 

‘The operation of the bank’s guaranty program for securing private 
financial participation should provide for charges which are adequate 
to cover the risks being underwritten by the bank. While this pre- 
sents rate-setting difficulties, the bank should, in principle, aim at 
designing a guaranty program that does not involve either (@) a net 
cost to the United States taxpayer, (0) a net subsidy to exporters and 
private participants, or (c) a net relief to exporters and private partici- 
pants for normal Shea risks 

Ecrport credit insurance.—A substantial minority of committee mem- 
bers believe that a study should be made of a program of export 
credit insurance designed to cover the exchange risks and other inter- 


Mr. } | ents from t recommendat He also believes that the Export-Import Bank 

, } ¥ t en previously recomme ind that the activities of this bank 

ould I x igh level of exports. He also believes 

that the bank ! Id t ts of services, and its assumed risks; 
} 
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national risks on foreign sales. Such programs are already established 
in such countries as Great Britain, Canada, and Western Germany. 
Under the export credit insurance plans of these countries, the ex- 
porter is guaranteed collectibility and remittance for the bulk of the 
sale but is required himself to carry a fixed percentage of the total 
risk. 

Until a backlog of experience is built up by private financial insti- 
tutions in this field, the Export-Import Bunk is probably the best 
source for the handling of a program of export credit insurance against 
inconvertibility. Such insurance would of course cover only the risks 
peculiar to export trade and would not include credit insurance per 
se, which is recognized to be a matter for the individual exporter and 
for private credit insurance companies. 

This committee therefore recommends that the Senate Banking 
and Currency Committee undertake a study for the institution of a 
plan of export credit insurance for United States exporters. 

Single small business loans.—This committee believes that study 
should be given to the feasibility of the Export-Import Bank giving 
greater attention to single small business loans for the financing of 
exports which are unrelated to larger projects 


THE INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


General.—The International Bank for Reconstruction and Develop- 
ment was established in 1946 following the Bretton Woods Conference. 
The primary purposes of the bank are to serve the reconstruction and 
developmental needs of its member countries. 

The bank has ee its ability to apply sound banking 
practices in the field of iong-term public lending and to establish a 
credit base for the issuance of its own obligations. It has been 
managed efficiently and competently and its operations have rendered 
a Valuable service toward the following ends: 

a) Increased production and raised living standards in borrow- 
ing countries, 

b) The expansion of world trade and employment, 

c) The creation of basic industrial facilities and environments 
more conducive to private investment in the borrowing countries, 

(7) Increased financial stability for borrowing countries through 
its loans and through its insistence that borrowing countries 
should recognize the vital significance of their balance-of-pay- 
ments problem, 

(e) Increased mobilization of private capital for international 
investment. 

The committee notes with satisfaction the recent success which the 
bank has had in enlisting the participation of private capital and 
especially of private capital from outside the United States. Not 
only has the bank’s lending in recent years been financed by funds 
raised in the private markets, but it has been able to obtain direct 
participation by private capital in its new loans and through secondary 
resale out of its own portfolio. 

A substantial majority of the committee feels that American par- 
ticipation in and encouragement of the International Bank for Recon- 
struction and Development has been and is justified from the stand- 
point of national self-interest, and that the bank should continue to 
play its role in the international financial sphere and to serve the ends 
which have been outlined above. 
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The committee recommends therefore that the United States 
Government should continue to support and to encourage the bank in 
its task of mobilizing private capital and deploying this capital for 
economically feasible developmental projects which private capital 
does not reach directly in sufficient volume, and especially to public 
works projects which render necessary economic services but for which 
it is not feasible to obtain direct revenues. 

Government guaranty requirements.—The bank’s present charter re- 
quires that any loan by the bank to a private borrower be guaranteed 
either by the borrower’s government or by an acceptable agency of 
that government. 

This guaranty requirement serves useful purposes. It adds to the 
credit worthiness of a loan and thus increases the availability of private 
‘apital for the bank’s operations, and lowers the effective interest costs 
of worthwhile developmental projects. It also provides a salutary 
pressure on the borrowing governments to husband their foreign ex- 
change resources and to provide stable economic environments, 

However, the requirement that all lending should be guaranteed 
must tend to inhibit potential projects and borrowers. This require- 
ment, by placing all projects within the governmental orbit, serves to 
promote governmental intervention in the commercial sphere and to 
discourage private enterprise from seeking funds for worthwhile 
projects. It is possible that potential commercial and industrial 
undertakings that might materially contribute to economic develop- 
ment are being deprived of the bank’s resources because of the com- 
pulsory guaranty requirement. 

A majority of the committee believes that this drawback to the 
guaranty requirement should be met by an extension of the bank's 
function which will permit loans without the governmental guaranty. 

The additional risks involved in such nonguaranteed loans shoul ! 
be offset by the application of higher rates of interest on these loans 
so that the structure of rates charged by the bank remains coordinate 
with the structure of rates prevailing in the private markets.? 


OVERLAP BETWEEN THE TWO BANKS 


The criticism has been made that the functioning of the two banks 
overlaps in many areas. Based on this criticism, it has been sug- 
gested that the activities of the Export-Import Bank should be 
restricted to short-term export financing. 

This committee recognizes the existence of some overlap between 
the two banks, especially in the area of long-term lending, but it 
does not consider the overlap to be serious. The committee has 
therefore recommended that no restrictions as to length and purpose 
of loans should be placed on the lending authority of the Export- 
Import Bank except those imposed by the requirements of sound 
banking practice and the requirements of national interest. 

The committee’s reasons for this judgment are based on the follow- 
ing considerations: 


! Several members have pointed to the fact that since this report was written the International Finance 
Corporation has been created. This new organization permits loans to private enterprise without the 
requirement of a guaranty by the host government. 

2 Mr. Emil Rieve does not believe banks’ rates should be coordinated to those of private lenders. In the 
absence of political policy and necessities, Mr. Rieve sees no harm in foreign suppliers getting contracts 
where their credit terms are more advantageous. He believes competitive bidding is a sound policy. 
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(a) Where medium- and long-term loans are not available from 
commercial banks, such lending by the Export-Import Bank is 
appropriate and necessary for the financing of United States 
exports of heavy equipment and machinery. Often in the absence 
of such financing facilities, either an export will not be made at all 
or it will be made by a foreign supplier whose competitive advan- 
tage lies solely in his ability to offer more generous credit terms.! 

(b) The International Bank for Reconstruction and Develop- 
ment can lend only to its members. The Export-Import Bank 
is free to lend to other countries as well. 

(c) Projects financed by the International Bank for Recon- 
struction and Development require competitive bidding. This 
often means that purchases in connection with the project are 
made outside of the United States even though the buyer is 
willing to pay a higher price for what he considers to be a better 
product from the United States. 

(d) There are cases in which the United States has a para- 
mount interest in the loan project, and it is important that the 
United States be a direct party to the loan whether or not such 
a loan could be obtained from the International Bank. An im- 
portant example of this would be loans for the development of 
strategic raw material sources abroad which are particularly sig- 
nificant in view of the long-run trend toward an increased reliance 
by the United States on imported raw materials. 

(e) Unlike the International Bank, the Export-Import Bank 
is not bound by its charter to require that any loan made to a 
private borrower be guaranteed by the government of the bor- 
rower. The advantages of bypassing the government-guaranty 
requirements have already been discussed. 


THe EXPANSION OF PxIVATE FoREIGN INVESTMENTS 
THE INVESTMENT CLIMATE ABROAD 


The controlling limitation on the flow of private foreign investment 
does not lie either in the lack of funds available to American investors 
or in the lack of potential opportunities abroad for the use of these 
funds. It lies rather in the absence of suitable environments within 
which these funds and these opportunities can be joined in commer- 
cially attractive and reasonably secure ventures. 

United States foreign investment is particularly sensitive to the 
environments that prevail in the host countries. This has resulted 
in the high degree of geographic selectivity displayed by the flow of 
private investment. 

It follows that the creation and maintenance abroad of investment 
climates that are conducive to the inflow of private capital is the 
most important avenue through which the expansion of these flows 
can be achieved. 

This committee believes that both the principal means and the 
primary responsibility for attracting an enlarged flow of investment 
from the United States rest with the countries who need and desire 
these flows. 





1 Mr. W. W. Cumberland dissents from this paragraph. 
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While the committee has no desire to impose its views on sovereign 
foreign nations, it does believe that a statement should be provided 
of what it considers to be the conditions which will attract private 
capital. 

Property rights——A fundamental prerequisite that is required for 
the attraction of private capital and enterprise is the existence of 
clearly defined legal property 1 ae for the owners of that capital. 
Private capital will shun any area in which these rights are endan- 
gered, actually or potentially. 

The danger i; property rights can arise from sources other than a 
basic refusal by the government of an area to recognize such rights. 
An important source or danger consists of actions which might be 
taken by foreign governments to deprive private investors of these 
rights although recognizing property rights in general. [Expropriation 
of and excessive taxation against foreign property re present two im- 
portant hazards. In this consideration, the actual behavior of foreign 
governments is more significant than their expressions of attitudes 
or policies 

(nother source of danger to investment capital, domestic as well as 
foreign, exists because property rights, previously granted and in 
existence, are vulnerable to drastic changes arising from political and 
social instability. 

It follows that the recognition of long-term property rights and the 


establishment of political stability and a record of fair treatment for 


private foreign capital are the prime requisites for nations which seek 
to attract this capital. 

Management rights.—-In addition to the safety of their property, 
private owners of capital require basic safeguards for their rights to 
manage that property so that it yields a return commensurate with 
the risks involved. ‘These requirements are 

the right to select management and technical personnel, the 
right to nondiscriminatory treatment under the law, the right to 
remit profits to the ultimate owners of capital in the home coun- 
ry. 

General attitudes. —While this committee recognizes the fundamental 
importance of the ee prerequisites outlined above, it believes that 
the ultimate success or failure of an international system based on 
private capital flows will be determined by the degree to which there 
is mutual understanding and respect between private investors on the 
one hand and host countries on the other. ! 

Although the primary motives of the two parties in seeking enlarged 
investment flows may differ, there is no true long-run conflict between 
these motives. Private investment can achieve both the ends gy 
by the investors and those desired by the nations to which it flows. 
For the host countries, these ends are economic development, "eine Tr 
productivity and living standards, the mobilization of domestic capital, 
the development of domestic skills, and the promotion of sounder and 
more diversified economies For the private investor, the principal 
end is a better long-run rate of return on capital than can be obtained 
elsewhere, after taking into account the differential risks involved. 
Generally, the factors which achieve one end also achieve the other 
The almost incredible development of the United States and Canada 
is impressive testimony of this fact. ! 


1 Mr. W. W. Cumberland dissents from these paragraphs, 
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It is of course possible to make attempts which in the short run 
may divert results from one of these goals toward the other. Such 
attempts lie at the heart of most misunderstandings in the field of 
private foreign investment. The attempts themselves usually stem 
either from impatience or lack of foresight on the part of one or the 
other of the parties concerned. None of these problems is so large 
that they cannot be resolved by honest and mutual attempts to re- 
solve them, or by a common appreciation that both goals are im- 
portant and compatible in the long run. ! 

Paramount among the items requiring mutual respect, there are, 
on the one hand, American beliefs regarding the rights of capital 
originating within a system of enlightened private enterprise, and 
on the other, the human aspirations of the host countries and their 
fears of possible exploitation and abuse of excessive powers by foreign 
capital.! * 

Positive inducements.—In addition to the removal of barriers to 
investment, there are several lines of action available to foreign nations 
which will provide positive inducements for its entry 

Foremost amongst these inducements is the creation ef freer ex- 
changes between national currencies. Because of the importance of 
this key factor in international financial relations, the problem is 
treated in a separate section of this report 

Further broad steps of importance that are desirable for the en- 
couragement of private capital flows are (a) the institution of proper 
monetary and credit policies, (6) the creation and extension of local 
institutions and environments for the mobilization of domestic savings, 
c) the development of basic industrial facilities, (7) the development 
of consumer markets for industrial products 

Specific actions to encourage investment are also possible. Among 
these we would mention (a) tax incentives, (6) customs privileges for 
the duty-free entry of essential equipment, (¢) treaty negotiations with 
or through the United States Government to provide for explicit safe- 
guards to foreign investors, and (d) the simplification and easing of 
regulations governing foreign investment and foreign personne! 


Unitrep States GOVERNMENT AcTION? 


While the committee believes that the important solutions to the 
problem of expanding private foreign investment lie abroad rather 
than at home, there is nonetheless significant room for action in this 
sphere by the United States Government. 

Integrated policies.—A vital aspect of United States poliev, although 
it is not one than can be expected to produce spectacular results in the 
immediate future, is that all branches of this Government should take 
a coordinated and unchanging stand on its basic attitude toward 


— 





Mr. W. W. Cumberland dissent ym these paragray 

Mr. George Meany would like to see further emp! placed on t lut vhiech Ar 
should expect to assume in foreign countries 

Mr. George Meany wishes to add the f 

“The problem which these proposals raise is that it becomes d itt ( ink irea of 

private initiative If Government interference of tl " nitude is required to foster and promote the flow 
of private capital in international trade then it may well be that suet tic ire but guaranti« t there 
will never again be purely private investments in this area. In conclusion, these proposals are certainly con- 
trary to the tenets of free enterprise which we attempt to follow here in the United States and raise the funda 


mental question: Are we to abandon p ite risk capital entirely?” 
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protecting and encouraging private investment and free private enter- 
prise both at home and abroad. 

While there has been little disagreement in principle with this 
point of view, it has not had consistent support in practice. As an 
example, the creation of a desirable international financial environ- 
ment based primarily on private capital flows is not likely to be 
encouraged if individual lending or granting agencies of the United 
States Government are prepared to provide funds derived from 
taxation in areas where local governments have erected barriers 
discouraging private funds. Although the committee fully appreciates 
the need for flexibility in the conduct of this Nation’s foreign affairs, 
it sees no reason why an underlying pattern of consistency with 
regard to criteria for foreign loans and foreign economic policies 
cannot be established and maintained. 

Treaties and diplomatic support.—The negotiation of treaties with 
other nations, which include provisions for the firm assurances that 
are needed to establish a climate favorable to private investment is 
one of the avenues through which the United States Government has 
operated. 

These provisions of many of the existing agreements and treaties 
are inadequate. For the most part these treaties establish broad 
obligations on the part of foreign governments but allow equally 
broad exemptions in “emergencies.” For situations in which ‘emer- 
gencies”’ are not likely to arise, the existence of a treaty contributes 
little to the climate of investment. For situations in which “emer- 
gencies’”’ do arise, the compromise clauses included in the treaty are 
often worse than having no agreement at all. 

Nonetheless, this committee feels that there is room in this sphere 
for action, especially through treaty negotiations which make a posi- 
tive attempt to create a better climate for private investment abroad 
as opposed to treaty negotiations which serve primarily to record the 
existence of a reasonably favorable climate that has already been 
achieved. 

This committee does not feel that the establishment of an interna- 
tional tribunal for the settlement of disputes between private investors 
and foreign governments would have the desired effect. Disputes with 
a government accustomed to adhereing to due legal processes could be 
settled by litigation in the local courts, by direct negotiation, or by 
other means more effective and less disturbing to future relations than 
resort to an international tribunal. On the other hand, it may be 
questioned whether a government which does not permit such action 
and which does not afford fair judicial treatment in such cases could 
be expected to abide in letter or in spirit by the decision of any inter- 
national tribunal. 

The Departments of State and Commerce and other representa- 
tives abroad of the United States Government could make further 
contributions to the problem of foreign investment than is true at 
present. This would require that the traditional understanding and 
interest of these representatives in the exporter of goods and in the 
American trader be extended to an understanding and interest in the 
exporter of capital and the American investor. In addition to sup- 
port given to individual investors in specific situations, competent 
personnel abroad could provide substantial services to overall policy 
by a vigorous and integrated support and explanation of these policies. 








we 
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United States tax laws—The easing of United States taxes on 
income derived from foreign investments is an important weapon 
that could be used to encourage capital flows. The recent changes in 
the Internal Revenue Code have not altered the principal provisions 
of taxation in this sphere. This committee urges that further con- 
sideration be given to the problems involved The committee's 
recommendations for tax revisions to encourage the flow of private 
investment are as follows: 

l A desirable tax system for the United States is one that should 


permit and encourage foreign governments to use a reduction of their 


tax rates on American investment as an inducement for the attraction 
of American capital. The present United States Ssvstem employs the 
principle of allowing tax credits, based on income taxes paid abroad. 
Under this system, the beneficial effects of tax red ions abroad are 


partially or completely nullified, and thus attempts which might be 
made abroad to reduce taxes on foreign capital are discouraged. 
2 \ second defect in the present tax system is the restriction of 


tax credits to Income taxes pi id abroad or to certain substitutes for 


such taxes. However, in many areas abroad, income taxes are not 
the principal form of taxation This factor introduces arbitrary 
inequities as between investment in one country and another. In 


the opinion of this committee, these inequities should be removed 
by extending the range of foreign taxes on which tax credits are 
allowed. 

(3) Present law requires the payment of taxes on a corporation’s 
foreign branch earnings even though the se earnine’s cannot be repatri- 
ated owing to factors bevond the control of the corporation. The 
ley ving of United States taxes agamst foreign income before it can be 
repatriated is unjustified 

(4) The committee recommends that the corporate tax rate on 

income from all foreign subsidiaries and branches, in all areas of th 
world and for all legitimate business activity, be reduced to the level 
now permitted under the Western Hemisphere Trade Corporations 
Act. 
(5) Other tax suggestions of the committee are (a) that a longer 
carryback period be permitted for foreign losses in determining the 
United States corporate income tax, b that foreign tax credit pro- 
visions be liberalized for individuals as well as for corporate investors, 
(c) that accelerated amortization be allowed on investments abroad, 
(d) that income earned abroad be taxed only by the country in which 
it is earned. 

United States antitrust laws. The application of the United States 
antitrust laws to foreign operations of United States corporations 
requires reappraisal and clarification. The conflict of requirements 
and pressures imposed on United States capital abroad by its dual 
responsibility to local laws and regulations on the one hand and to 
United States laws on the other is a deterrent to the movement of 
United States enterprise abroad, 

This committee recommends that American companies doing 
business abroad should be permitted to operate in accordance with 
the prevailing laws, customs, and regulatory practices of the host 
countries. We are opposed to any United States legislation or any 
international agreements that are not in accord with this principle.’ 


1 Mr, Allan B. Kline and Mr. Emil Rieve dissent from this paragraph 
55724—54——-4 
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Government quarantre s of investments abroad.—The members of this 
committee hold divergent views concerning the propriety of govern- 
mental guaranties of private investments abroad as a device for 
promoting capital flows.’ 

At present, new foreign investments or additions to existing projects 
in certain countries and within certain limitations are eligible for 
United States governmental guaranties against nonbusiness risks. 
The inability to convert original investment and earnings into dollars 
because of restrictions imposed by a foreign government and losses 
due to expropriation or confiscation by foreign governments are 
covered by the guaranty. 

A slight majority of this committee feels that the use of the guaranty 
device is undesirable. The reasons for this opinion are as follows: 

|) Guaranties would tend to encourage foreign expropriation, 
foreign restrictions on the remission of American capital and profits, 
and the other abuses which the guaranties are supposed to cover. 

2) The use of guaranties is contrary to the basic policies which 
this committee feels to be essential for the restoration of a sound and 
sustainable framework of international financing. ‘These policies 
place the primary responsibility for maintaining conditions conducive 
to the flow of private investment with the host countries and aim at 
a decrease of direct governmental intervention in what is properly 
the sph re of private enterprise 

3) The shifting of responsibility from private companies to the 
United States Government for the enforcement of contracts between 
these companies and foreign governments might serve to increase 
dangerous international political tensions. 

In addition, these members point out that the demand for guaran- 
ties now available under the Economic Cooperation Act of 1948 and 
subsequent legislation has been very limited. 

On the other hand, there is a body of opinion within the committee 
which favors the use of guaranties against political risks as a device 
to accelerate the flow of financial investment. These members would 
like to see the present guaranty coverages against nonbusiness risks 
continued, Some of these members urge that the scope of the coverage 
be extended to include risks arising from “war, revolution, and civil 
disorder” and those arising from ‘‘the interference with the established 
business by law, ordinance, regulation, or administrative decrees 
which prevent the transaction of the intended business.” The 
principal arguments of the minority group are— 

1) The fear that guaranties may encourage foreign countries to 
seize or conficate property or to erect exchange regulations is unrealis- 
tic. This is so because each country receiving a guaranteed invest- 
ment first signs a commitment that in the event of expropriation of a 
guaranteed investment, it will negotiate with the United States 
Government on the diplomatic level in an effort to arrive at a settle- 
ment; and failing agreement through diplomatic negotiations, agrees 
to submit the matter to arbitration. 

(2) While it agrees with the contention that the primary responsi 
bility for providing a climate favorable to foreign investment rests 
with foreign countries, this minority group feels nonetheless that there 
is a need for American guaranties in order to complement other safe- 
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guards which may exist for foreign investment. It points out that 
the added protection oj the American guaranty and the added security 
which it offers may well tip the balance in favor of the decision to 
invest. 





> } } 


3) The American Government has clearly renounced military inter- 
vention as a means ol collecting debts However, the private invest 

has been offered no substitute protection in the event of default on his 
private loans or investments caused by the action of foreign govern- 
ments. The function of the guaranty is to fill this void. The Gov- 
ernment, unlike the private investor, has at its disposal many avenues 
through which these matters could be settled or adjusted without 
international vi 


( 
In spite ol these divergent views, the committee is unanimously 


agreed that the structure of rates for Government guaranties should 
be so arranged that the operation of the program does not involve a 


SUD idly to the investor at the expense of the taxpay er, 


The establishment of a sound international financial system eannot 
be regarded as bein LcCco lished i the « cies of the l I 
trading nations are conve tible into one another and until trade wi hin 
the free world is freed from the exchange restrictions and discrimina- 


tions which now exist 

This committee is unanimously agreed that the establishment of 
these conditions represents majo val of international financial 
poliey 

The achievement of convertibilitv involves th achievement of a 


total complex of underlying relationships which is broader and « eepel 


than the word convertibility itself implies hese 

a) It would mean that trade would be freer to move mult 
laterally, in accord with price and quality factors, and with a 
minimum of governmental intervention from exchange restrictions 
and controls In contrast a svstem ot 1 ] vertibl CUTTeHCLeS 
involves a forbidding network of state intervention through ai 
ficial exchange ana control devices, bilateral and bartel a (¢ 
ments, and preterential and discriminatory pra es which serve 
to warp and to thwart tl Ourse ( e and development, al 
S biect thre ( ) he VILL O Lal Ss : itt I | rh 1 t} ree Ss 
of the marke 

h The mamtenance OL COonvel i] means tl 4 nAa- 
tions will be required to maintain monetary and fiscal policies con- 
ducive to aheal iy pa eand patternol sustamed economi devel | 
ment and to the optimum harnessi ft domestic mitiative to 
produce and save and invest In contrast, a system ot inconver- 


tible currencies permits the insulation of an economy trom the 





rest of the world ; | hence allows considerably greatel Oppor- 
tunities and temptations for the pursuit by governments of un- 
sound monetary and fiscal policies and of interventionist actions 

in the commercial and industrial spheres 
P) MYTESS toward e ertibility ( rrem restrictions were invoked 
on a large seal qauring the creat aepression ol the IY50's The net- 
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work of restrictive practices relating to currency controls expanded 
as economic nationalism intensified. Trade and currency disloca- 
tions caused by the war increased this trend and promoted the main- 
tenance of controls during the postwar period. 

However, the case for maintaining restrictions and discriminations 
has been steadily weakened and there is today broad agreement that 
a strong world economy cannot be achieved without cauaaieliey. 
at least between the major trading currencies. A majority of the 
committee believes that the time has arrived for the establishment of 
currency convertibility as defined below among these nations. 

The committee is not unaware of the need for caution in this task, 
nor is it unmindful of the lesson of the British experience of 1947 that 
a premature attempt to return to convertibility can do more harm 
than good. The convertibility voal to which its proposal directs 
immediate attention is the limited goal of establishing (a) the freedom 
of nonresidents of an area to convert their current earnings in the 
currency of that area into anv other currency including the United 
States dollar, and (6b) the parallel freeing of trade from restrictions 
based on export-import control and licenses. 

The reestablishment of ae spaces in the unlimited sense, 1. e., 
the freedom of nonresidents and residents of an area to convert their 
assets into other currencies and bite ately into gold, is a desirable 
coal, but one whose achievement cannot r asonably be expected 
in the near future. Also, for many areas of the world, the resumption 
of convertibility is as yet a matter for future rather than present 
consideration. 

The countries which a majority of the committee believes to be 
ready for an early restoration of convertibility in the limited sense are 
the United Kingdom, Western Germany, the Netherlands, Belgium, 
Sweden, and possibly Denmark. Together with the United States and 
Canadian dollars and the Swiss franc, the currencies of these nations 
finance approximately two-thirds of world trade. An early integration 
of these currencies within a system of convertibility would represent 
a most significant step toward the establishment of a desirable 
financial system, and would also provide a foundation on which future 
progress in this direction will be based. The committee therefore 
recommends that the United States should direct its policies toward 
this end. 

THE EVIDENCE 


This majority view that conditions in the United Kingdom, Western 
Germany, the Ne oth rlands, Belgium, Sweden, and possibly Denmarl 
now justify an early move toward convertibility are based upon the 
following evide nce 

Basie conditions The basic conditions that are required for the 
establishment of convertibility on a sound foundation have in large 
measure been achieved. 

(1 The first of these basic conditions is the achievement of internal 
economie and financial stability as manifested by budgetary balances, 
the absence of inflation, and the steady growth of production. These 
have been achieved in the countries named as well as in other wide 
areas of the world. 

The sharp upward climb of wholesale and consumer prices which 
characterized earlier years has been halted. Strong tendencies 
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which have existed toward budge tary deficits have been re pl aced by 
basically sound fiscal conditions. Orthodox monetary and financial 
policies have been increasingly and successfully used in place of 
direct controls. Industrial production and agricultural output have 
shown signficant growth, and for Western Europe stand now 40 
percent and 20 percent, respectively, above prewar levels. 

An important disequilibrating r force in the postwar years has been 
the legacy of an excessive money supply which resulted from the 
methods used to finance the war. While there is no simple or in- 
fallible method of demonstrating the fact, there is general agreement 
that these excesses have by now been absorbed by the higher levels 
of production and prices which prevail, and they no longer present a 
serious problem, 

(2) A second set of conditions necessary for the restoration of 
convertibility is— 

(a) that a nation’s overall balance of payments should be 
equilibrium, and 

(b) that for the nondollar nations as a whole their overall 
payment-balance with the United States and other hard currency 
areas should demonstrate a surplus or at least a condition of 
equilibrium, 

These conditions too have been achieved. With regard to the 
nations here being proposed for a resumption of convertibility, an 
overall condition of balance now exists, and, in addition, a wide measure 
of convertibility and freedom from discriminations in trade amongst 
themselves is already an acc omplished fact. 

The balance-of-payments position of these nations taken as a whole 
vis-a-vis the United States dollar has shown significant strength 
recently. Balance-of-payment deficits have been converted to sur- 
pluses, and their gold and dollar reserves have increased. 

A most significant factor of strength is that these nations have 
continued to achieve increases in production, trade, and the accumu- 
lation of their gold and dollar reserves in spite of the 1953-54 downturn 
of business activity in the United States. 

(3) A third condition that is required for the resumption of con- 
vertibility is the possession of exchange reserves, especially of gold 
and of United States dollars, which are adequate for meeting seasonal 
and temporary fluctuations in payment balances. While there is no 
absolute measure of adequacy which can be established, the size of 
present reserves and the significant fact that these reserves have 
improved in spite of recent divergent trends in Western Europe as 
compared to the United States does indicate that the third condition 
has probably been fulfilled. 

Other factors.—In addition to the achievement of the basic condi- 
tions outlined above there are other factors which indicate important 
progress toward convertibility and point to the feasibility of its early 
resumption. 

Spot and futures markets for a large number of staple commodities 
have been reopened in the last 3 years. While activity on these 
markets is still hampered by the presence of exchange restrictions, 
these restrictions are being re moved step by step. 

Spot and forward exchange markets have also been restored. More 
important, price quotations for European countries on these markets 
have shown a steadily increasing firmness and market discounts from 
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Some 23 countries, for example, depend upon 1 or 2 basic commodities 
for 50 percent or more of their export trade. In most cases these 
commodities are raw materials or foodstuffs which are subject to wide 
fluctuations in price and volume, 

For such countries, a transition to freer trade and exchange is a 
matter for long-run development. In this development, private cap- 
ital investments and the public lending agencies can play a vital role. 


— 
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CANADA 


Administered by Exporte Credits Insurance 
Corporation (Crown Company) 


Coverage is 85% 
Premium rates are confidential and are 
quoted individually. 


Risks covered: 

Political, due to war or revolutions 

in buyer's country 

Commercial, insolvency or protracted 
default on the part of the buyer 

Economic, (1) exchange restrictions 

in buyer's country which prevent the 
transfer of funds to Canada (2) can- 
cellation of an import license on new 
imposition of import restrictions 

Others, additional transport or insurance 
charges caused by interruption or division 
of shipment cutside Canada and continental 
U.S.A. 





NONE 


Empire Preference"; duties reduced 
15-44 


Exports exempt from 10% sales tax 


Drawback of duties and taxes, rebate 

of tariffs up to 99% on imports of those 
raw materials which are used in the 
manufacture of export goods. 


GREAT BRITAIN 


Administered by Exports Credits Guarantee 
Department (E.C.G.D.) 


Coverage is up to 90% 
Premium rates 4% to 2% 


Risks covered: 

Political, due to war, revolution in buyer's 
country, extra freight charges due to 
division of cargo 

Commercial, insclvency of buyer or failure 
to pay within 12 months of due date 
Economic, inability to obtain remittance 

in sterling due to exchange restrictions 
Other risks outside U.K, 

All other losses but excluding those normally 
covered through normal commercial insurance 
Production, loss due to any of above causes 
plus cancellation of export license and 
imposition of export restrictions 


No specific program established but in 
some cases the E.C.G.D. gives a guarantee 
direct to bank and in others works out 
terms to meet the buyers requirements, 





"Empire Preference"; duties reduced 15-45% 
Exports exempt from purchase tax 


Reduction of internal taxes 4/13/53 to 
stimulate exports by lower prices 








FRANCE 


Administered by Compagnie Francaise 
pour le commerce Exterieur, (C.F.A 


Coverage, 65% to 90% 
Premium rates 4% to 2% 


Risks covered: 

Political, same as U.K, 

Commercial, same as U.K. 

Economic, losses due to adverse cha 
exchange rate, moratoria blocking o 
of transfer of funds 

Production, same as U.K. 

Cost of Production, compensate manu 
for an increase in cost of raw mate 
labor. Only for mechanical and ele 
products. - 

Catastrophic, due to earthquakes, f 
or other natural phenomena. 


Credit volume ceilings imposed on c 
banks lifted in the case of exports 


Discount period for commercial pape 
by exporters 6 instead of 3 months. 


Discount rate for export paper redv 
to 3.5 percent. 


C.I.T.E.R. (Compagnie Intercontiner 
et de Realizations); capital from = 
owned and a private commercial bank 
tates dollar exports, and extends ] 
crease production for export. 


Banque Franciase du Commerce Exteri 
subscribed by Government-financed 4 
guarantees commercial paper; this fr 
exporter to draw immediately on the 
France, 


The French tax relief to stimulate | 
exceptional and includes the follow 


Exemption of: 

(a) Production tax (taxe unique a 1 
15.35% and taxe a la valeur ajo 

(b) Sales or turnover tax (taxe sur 
d'affaires", Discounts of 11% + 
on dollar sales to tourists as ; 
production and transaction taxe: 

Refund of: 

(a) Social charges (sickness, accid 
ployment insurance, family allo 

(b) Payroll taxes. Refund is 100%. 
charges and payroll taxes amour 
of salaries. Settlement month]; 

(c) Fiscal taxes, Refund is a pere: 
5.45 or 8.72%, depending upon t; 
commodity or of export price; i 
a compensation for taxes on the 
during preceding stages of manu: 


Exporters may sell against U.S. and 
dollars at a price not including pr 
and sales taxes, 


* These statutory measures do not in 


exporters; namely, support on indi 
strategic interest. 
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GERMANY 


Administered by Hermes Kredit 
Versicherunge, A.G, 


Coverage 75% to 95% 
Premium 4% to 14% 


Risks covered: 

Political, losses due to seizure 
by foreign government, war, revo- 
lutions. 

Commercial, same as U.K. 

Economic, payment of transfer em 
bargoes, conversion into a foreign 
currency not agreed upon 
Production, same as U.K. 


Deutsche Ausfuhrkredit A.G, 
(German Export Credit Co.) 
Finances up to 80% of loan 
Balance by exporter 


Long term credit - 1 to 4 years 


and in special cases longer 
Interest - 7% 

Fund of DM 269 million (64 mil- 
lion dollars) 


Medium term credit 

mos. - 2 years 
54% interest 
DM 600 million ($143 ,000,000) 
Limit of DM 5 million per loan 
except in certain cases 


Exemption from: 


(a) Turnover tax (Warenumsatzsteuer) 


(b) Insurance tax on shipping 
charges if insurance includes 
forwarding of the shipment 
abroad. 


Refund of 1-3% to compensate for 
turnover tax levied during early 
stages of production, 


Tax-free export reserves (3% of 
value of shipments of exporting 


manufacturer, 1% of value of ship- 


ments of exporter). 


Tax-free amount in determining tax- 


able profit. 
as above). 


(Percentage is same 


| 







SWITZERLANI 


Administered by Dept. for Public 
Economy and the Federal Office 
for Industry 


Coverage up to 80% 
Premium rate 4% 


Risks covered: 

Political, losses due to war, 
revolutions, civil unrest 
Commercial, same as U.K, but 
applies only to government 

buyers 

Economic, losses due to 

moratoria, exchange rate modi- 
fications, changes of clearing fees 
Production, same as U.K, 


NONE 


NONE 


not incluie an equally important source of government support to 
n individual projects of a large scale nature and which are of 


BELGIUM 


Administered by "Institute du 
Ducroire" 


Coverage up to 85%. Rates 
vary widely according to 
risks: Short-term 0.30%-1.25% 
Long-term 3% to 5% 
Risks covered: 
Political: same as U.K, 
Economic: Transfer 
restrictions 


Production: same as U.K. 


Administered by the National 
Institute for Rediscount and 
Guarantee (Institut de Reesc- 
ompte et de Garantie) and 
National Industrial Credit 
Society (Societe Nationale de 
Credit a l'Industrie), para- 
statal institutions. 


Credit terms: 

(a) National Institute for Re 
discount & Guarantee ac- 
cepts commercial paper of 
over 120 days maturity el- 
igible for rediscounting 
by the Belgian National 
Bank; grants lower-than— 
usual interest rates on 
certain exports; offers 
special financing for U.S. 
offshore purchases. 
National Industrial Credit 
Society purchases export 
paper with maturities of 
more than 2 years at more 
favorable interest rates. 


Commercial bank loans guaran- 
teed by the Government to a 
very high amount. 


COMIFEX, a consultative com 
mittee for the coordination of 
medium-term credit, has repre 
sentatives of Government, publi 
credit institutions, and bank 
circles, 


No transfer tax (44%) 


No invoice tax (0.45%) 


. (Neederlands 
Maatschappi‘, N.V.), @ 
the supervision of a m 
nission. 


toverage, 70 to 90% 
Premium rates not kno 


Risks covered: 

Political (same as U.K 
Catastrophic (same as 
Commercial (same as U, 
Economic (exchange rat 


Administered by the 
(N,V. Export-Financie 


Credit terms: 

(a) Long-term credits 
(b) Medium-term credit 
Credits mainly intend¢ 
export transactions ( 
equipment), particula 
America, Indonesia, ti 


Government guarantees 
against "liquidity sh 
50 million guilders, 


Exemption from turno 


Proposed refund of " 
payroll tax), 


Special tax benefits 

(a) Tax-free export 
those permitted 

(ov) Faster write-of 
during 1953-195 
exports. 


Reduced income tax 
to take effect Jan. 
will help competiti 
products abroad, 
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GERMANY 





Administered by Hermes Kredit 


Versicherunge, A.G, 


‘overage 75% to 95% 
Premium 4% to 14% 


ks covered: 

Political, losses due to seizure 

, foreign government, war, revo- 
lutions. 
Commercial, same as U,K, 
Economic, payment of transfer em 
bargoes, conversion into a foreign 
urrency not agreed upon 


Production, same as U.K, 


—— 
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eutsche Ausfuhrkredit A,.G, 
yerman Export Credit Co.) 
Finances up to 80% of loan 
Balance by exporter 


Long term credit - 1 to 4 years 
and in special cases longer 
Interest - 7% 

Fund of DM 269 million (64 mil- 
lion dollars) 


Medium term credit 

6 mos. - 2 years 

5a% interest 

M 600 million ($143,000 ,000) 
Limit of DM 5 million per loan 
except in certain cases 








Exemption from: 

(a) Turnover tax (Warenumsatzsteuer) 

b) Insurance tax on shipping 
charges if insurance includes 
forwarding of the shipment 
abroad, 


Refund of 1-3% to compensate for 
turnover tax levied during early 
stages of production. 


Tax-free export reserves (3% of 
value of shipments of exporting 
manufacturer, 1% of value of ship- 
ments of exporter). 


Tax-free amount in determining tax- 
able profit. (Percentage is same 
as above). 
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RLAND 


Administered by Dept. for Public 
cor and the Federal Office 


for Industry 


Soverage up to 80% 
Premium rate 4% 


Risks covered: 

Political, losses due to war, 
revolutions, civil unrest 
Commercial, same as U.K, but 
applies only to government 

buyers 

Economic, losses due to 

moratoria, exchange rate modi- 
fications, changes of clearing fees 


Production, same as U,K, 


NONE 


rtant source of government support to 
large scale nature and which are of 


BELGIUM 


Administered by "Institute du 
Ducroire" 


Coverage up to 85%, Rates 
vary widely according to 
risks: Short-term 0,.30%-1.25% 
Long-term 3% to 5% 
Risks covered: 
Political: same as U.K. 
Economic: Transfer 
restrictions 


Production: same as U.K. 





Administered by the National 
Institute for Rediscount and 
Guarantee (Institut de Reesc- 
ompte et de Garantie) and 
National Industrial Credit 
Society (Societe Nationale de 
Credit a l'Industrie), para- 
statal institutions. 


Credit terms: 

(a) National Institute for Re- 
discount & Guarantee ac- 
cepts commercial paper of 
over 120 days maturity el- 
igible for rediscounting 
by the Belgian National 
Bank; grants lower-than- 
usual interest rates on 
certain exports; offers 
special financing for U.S. 
offshore purchases. 
National Industrial Credit 
Society purchases export 
paper with maturities of 
more than 2 years at more 
favorable interest rates. 


(b) 


Commercial bank loans guaran- 
teed by the Government to a 
very high amount. 


COMIFEX, a consultative com 
mittee for the coordination of 
medium-term credit, has repre- 
sentatives of Government, publi 
credit institutions, and banking 
circles. 


No transfer tax (44%) 


No invoice tax (0.45%) 








THEIR MANUFACTURERS TO OBTAIN EXPORT BUSINESS AND TO ASSIST FRIENDLY FOREIGN NATIONS 


THE NETHERLANDS 





\dministered by the Netherl 
S0., Ltd. (Neederlandsche C 
Maatschappij, N.V.), a priv 
the supervision of a minist 
mission. 


Coverage, 70 to 90% 
Premium rates not known 


Risks covered: 
Political (same as U.K.) 


Catastrophic (same as Franc 
Commercial (same as U.K.) 


Economic (exchange rates, t 








Administered by the Export 
(N.V. Export-Financiering-} 


Credit terms: 

(a) Long-term credits 

(b) Medium-term credits 
Credits mainly intended fo. 
export transactions (shipb' 
equipment), particularly & 
America, Indonesia, the Ne: 


Government guarantees Expor 
against "liquidity shortag 
50 million guilders, 





Exemption from turnover ta 


Proposed refund of "compen 
payroll tax). 


Special tax benefits: 

(a) Tax-free export reserv 
those permitted by Ger 

(bo) Faster write-offs of i 
during 1953-1957 in co 
exports. 


Reduced income tax rates a 
to take effect Jan. 1, 195 
will help competitive posi 
products abroad, 
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setherlands Credit Insurance 
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ninisterial Guarantee Com 
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3s of investments made 
in connection with 
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e position of Netherlands 


This, it is hoped, 


SWEDEN 


Administered by the Swedish Export Credit Board, 
a Government institution. 


Coverage, 75%, in exceptional cases 85%. 
Premium rates, not known. 


Risks covered: 

Political - not known 

Catastrophic - not known 

Commercial (buyer's insolvency) 

Economic (blocked accounts general moratoria; 
exchange rate fluctuations). 
Production losses - None 
Price fluctuations - None 
Special guarantees (losses on consignment 
stocks in hard-currency countries, aid in 
connection with market studies). 


Assistance limited to repayment guarantees 
available to commercial banks for credits 
extended to exporters, up to 75% 


NONE 


55724 O - 54( Face p. 30) 


JAPAN 


\dministered by Export-Import Banx of Japan. 


Coverage, up to 80% of value. 
Premium rates, 0.48% to 1.0%. 


Risks covered: 
Political (same as U,K.) 


Catastrophic - not known 
Commercial (buyer's insolvency or 


failure to pay within 6 months from due date). 
Economic (same as France) 

Production losses (same as U.K.) 

Price fluctuations (exchange fluctuations as 
they affect prices). 


Special guarantees - not know 








Administered by the Export-Import Bank of 
Japan which has a five-year life to be 
succeeded by the Japanese Development Bank 


Only capital goods exports financed, at 
interest rates from 4-6.5%. 


Commercial bank participation of 20% of 
loan preferred but the Export-Import Bank 
of Japan may assume the entire loan re- 
sponsibility. 


Exemption from commodity tax (computed on 
the basis of the manufacturing price, from 
10-50%). 





PETER G. KOTSOGEAN 
WESTINGHOUSE ELECTRIC INTERNATIONAL COMPANY 
MARKET PLANNING DEPARTYENT 
40 WALL STREFT 
NYS 
1/8/54 
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TABLE H 
TREND IN FrREE-MarKET DoLLAR AND GoLp QUOTATIONS 


parity between free-market rates for hanknotes n Switzerland and official 
rates for the United States dolla 
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INTERIM REPORT OF CITIZENS ADVISORY COMMITTEE, 
AUGUST 2, 1954 


Citizens Apvisory Com™mirree To Strupy FINAncti. ASPECTS 01 
EXPANSION OF INTERNATIONAL TRAD! 


Chairman: Roy C. Ingersoll 
Vice Chairmen: 
lan H. Temple 
Robert C. Graham 
Secretary : Vance Brand 
Counsel: William Simon 


WasHInetTon, D. C., August 2, 195 
Hlon. Homer E. Capenarr, 
Chairman. Senate Committee on Banking and Cr eEncYy. 
Washington, BPG. 

Dear SENATOR Carenart: It is with pleasure that I transmit here- 
with the interim report of the Citizens Advisory Committee. 

The interim report was prepared from material submitted by mem 
bers of the committee and has been edited by a Subcommittee con 
sisting of officers of the advisory committee. No member of the 
advisory committee is responsible for the entire statement and some 
statements may not always reflect the views of every member. When 
ever possible a minority, as well as the majority, view is given. 

Members of our adv isOry committee have given a great deal of time 
and devoted much thought to thse vital issues atlecting as they do the 
future of international trade. here has been substantial unanimity 
with respect to the opinions and recommendations contained in this 
interim report. 

Respectfully submitted. 

Roy C. Incrersoii. Chairman 


00 








PREFACE 


This Citizens Advisory Committee was appointed by the Banking 
and Currency Committee of the United States Senate on September 
15, 1953, to study the Export-Import Bank, the International Bank 
for Reconstruction and Development, and the financial aspects of 
the expansion of international trade. The work of the committee 
has proceeded under the chairmanship of Roy C. Ingersoll, president, 
sorg-Warner Corp. 

A steering committee, composed of 10 members of the committee, 
prepared a comprehensive questionnaire which was submitted to all 
members of the committee. 

Responses from members of the committee indicated that many 
members had given very ser ious study to this problem. The we 
reflec ted many weeks of work by individual members as well as, in 
some cases, large research staffs under their direction. 

Gubaemaiiten were appointed by the chairman to evaluate vari- 
ous sections of these responses, and careful analyses were made of each 
of the responses. 

The reports of these subcommittees were reviewed by another 
subcommittee at meetings in Washington, beginning in February 

954 through April 30, 1954. 

A draft report was prepared by that subcommittee consisting of 
seven chapters. This draft was submitted to each member of the 
committee for analysis and comment. 

A meeting of this Citizens Advisory Committee was held in bigs 
ington on May 20-21, 1954. Consideration was given to many sec- 
tions of the draft, but time did not permit a full consideration of all 
sections of the draft or of all the amendments proposed thereto. 

Following the meeting on May 20-21 the committee determined, 
in view of the pending bill to amend the E xport-Import Bank Act 
that it would be advisable to submit an interim report ineorpor: ating 

only that section of the draft dealing with the Export-Import Bank 
and the International Bank for Reconstruction and Development. 
The final report, incorporating all pertinent sections, will await fur- 
ther study by the committee. 








Tue Export-Imporr BANK or WasHINGTON, History AND PRESEN1 
FUNCTIONING 


The Export-Import Bank was founded approximately ~U years ago. 
In its enabling legislation its purpose was clearly stated, to— 
aid in financing and to facilitate exports and imports and the exchange of com 
modities between the United States or any other Territories or 
und any foreign country or the agencies or nationals thereof. 


nsular possessions 


Thee xperienc es of many members of the committee and the record 
of the Export-Import Bank gives evidence that the bank has been 
well managed, that its officers and staff have performed their duties 
ably and faithfully. 

The Export-Import Bank’s lending operations appear large: its 
presently outstanding loans total approximately $2.8 billion and addi- 
tional loan commitments of $0.5 billion are: outstanding. However, 
the total of these sums is less than the private investments in Canada 

alone by U nited States nationals. This committee recognizes that 
the current transitional phase from governmental finance to private 
finance should ultimately end in governmental withdrawal from the 
field. But for the immediate future the committee believes that 
continuation of the operations of the bank, and expansion in accord- 
ance with the recommendations made later in this report, 1S in the 
public interest. 


Tue INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT, 
History AND Present FUNCTIONING 


Following the Bretton Woods Conference, the International Bank 
for Reconstruction and Development was established. It now has 
subseribed capital from 56 countries of over $9 billion. Over $1.8 
billion has been paid to the bank, in various currencies but largely in 
dollars or dollar equivalents, by the subscribing countries. Net loan 
commitments have been made of over *1.5 billion. The IBRD has 
sold its own obligations, payable largely in dollars, in the amount of 
approximately $0.6 billion. 

The United States Government has paid in to the capital account 
of the IBRD $635 million, and has assumed a liability in its sub- 
scription to capital stock of the bank for an additional $2.54 biilion. 

The primary purposes of the bank, as indicated by its title, are to 
finance projects which serve the reconstruction and development of 
its member countries on such a sound basis as to establish a credit 
base for the issuance of its own obligations. 

The IBRD has been efliciently managed by personnel recruited 
from many nations and its operations and policies have been truly 
international in character without prejudice or favoritism in respect 
to its lending to any member country. There is ample evidence that 
the management of the bank adheres to sound banking principles 
and has conducted its operations with strict discipline. 
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The IBRD is authorized by its charter to lend funds, on a short- 

or long-term basis, to governments or to private or government-con- 

trolled entities when guaranteed by the government of the bor rowing 
country. In consequence of this policy, as required by its charter, 
almost all the loans of the IBRD have been made to governments or 
to public utilities. 

A majority of the committee believes that this restriction, in respect 
of government loans and government guaranties, tends to discourage 
any effort on the part of the governments of borrowing countries to 
establish conditions conducive to private finance of similar or the same 
projects in the borrowing country and thus encourages socialism 
or statism. 

It is apparent that the IBRD can provide only part of the finance 
necessary for the full development of the member countries or the 
international trade which can contribute to their individual and com- 
mon prosperity. As cannot be repeated too often, only private finance 
can fully, in an ideal and normal world, provide this function. 

The IBRD has rendered a historic service to the international com- 
munity by the sale of its own direct obligations to the private investor. 
It has not, as vet, established its credit on the basis of the performance 
of borrowing countries, as the test period is far too short, and the sale 
of its obligations to private investors has been based largely on the 
credit of the United States and other governments. Nevertheless, it 
has introduced, particularly to the American financial community, 
more knowledge of the requirements of international finance and the 
manner in which those requirements may be satisfied, than ever before 
in the history of the United States. 


SUMMARY OF RECOMMENDATIONS 


COMMITTEE RECOMMENDATIONS AS TO THE EXPORT-IMPORT BANK 
Recommendations for immediate consideration 

We recommend: 

A. The Export-Import Bank of Washington should constitute an 
independent agency of the United States. Neither the bank nor its 
functions, powers, or duties should be transferred to or consolidated 
with any other hens tment, agency or organization of the Government. 

B. The lending authority of the Export-Import Bank shall not be 
limited as to term or type of loan and shall be restricted only by 
sound banking practices and the national interest of the economy of 
the United States. 

The lending authority shall be increased to the extent necessary 
to perform the functions here recommended. 

D. To minimize the direct cash drain on the Treasury of the United 
States, resulting from the lending operations of the Export-Import 
Bank, the bank should be alert to exercise its powers to sell all or any 
part of its portfolio of loans with or without its guaranty. 


Recommendations for future consideration 

A. We believe there should be further study, by the Senate Banking 
and Currency Committee, to determine whether export credit guar- 
anties (export insurance and export financing) should be extended to 
aid United States manufacturers to obtain export business on a basis 
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competitive with manufacturers of foreign nations that provide such 
cuaranties. 

A subcommittee of this committee will be appointed to further 
consider this subject, as well as the subject of guaranties of private 
investments abroad and other insurance or guaranty proposals made 
by members of the committee. 

B. Study should also be given to the feasibility of the Export 
Import Bank giving greater attention to single small-business loans 
for financing exports unrelated to large projects. 

Future polic es of the Export Import Bank 

A. The Export-Import Bank, as a primary objective of policy, 
should do everything possible to encourage private investment in 
foreign countries. 

B. The reports of the bank should, to the extent possible, publish 
in detail its experience in each foreign loan to the end that the Amer- 
ican investor can be more familiar with the nature of international 
finance. 

C. The export Import Bank should establish interest rates and 
maturities as closely as possible consistent with the interest and 
maturity requirements of private finance. Its operations should not 
be competitive with private finance, but rather should form a practical 
base on which private finance might ultimately perform the same 
functions. 

DD. The lending operations of the Export-Import Bank should 
emphasize the financing of private enterprises abroad. 

kK. The lending operations of the Export-Import Bank should place 
emphasis on the finance of projects In which American proprietorship 
has an equity interest, with particular consideration of those projects 
in which equity is owned by United States nationals or is shared by 
foreign and United States nationals. 

F. The lending operations ot the bank should emphasize projects 
which serve our national requirements for strategic raw materials 
and the maintenance of a high level of activity in the United States 
on the part of its agriculture and its strategic manufacturing and 
producing industries. 

G. The lending operations of the bank should be directed especially 
to the finance of export credits, so that the large number of manu 
facturing exporters and trading eXporters may have credit facilities 
for the finance on short term and long term for multitudinous cus 
tomers. 


THE INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


Re CONN ndations 

We recommend: 

A. The charter of the International Bank should be changed so as 
not to require direct bank-to-government loans or government guar- 
anties of all loans and to permit loans to private borrowers without 
governmental guaranties. 

B. The policy of the IBRD in making loans should be not. to com 
pete with private or governmental sources of finance, but rather to 
finance projects for which necessary credits are not obtainable from 
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any other source. Its policy should be to encourage local financing, 
whether evovernmental or pr ivate. 

. The IBRD should establish a policy in respect of interest rates 
and maturities for projects which might, under favorable circum- 
stances, be susceptible of private finance so that such rates and ma- 
turities would be attractive to sources of private finance, 


SUPPORTING STATEMENT Ol COMMENT AND CONCLUSIONS Ol THE 
COMMITTEE WITH RESPECT TO THE EXPORT-IMPORT BANK AND THE 
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


Government intervention in the business economy should always 
be kept to a minimum. There are always dangers inevitably pres- 
ent when the financing of commercial operations is carried on by 
Government agencies rather than by private enterprise. In a fully 
normal world there might be no need for such governmental in- 
stitutions as the Export-Import Bank and the International Bank for 
Reconstruction and Development. However, any curtailment of 
their function must be an objective for future rather than present 
achievement. 

International trade is characterized now by many restrictions and 
discriminations. The movement of capital across national borders 
is currently crippled by the widespread inconvertibility of currencies 
and other associated barriers. Special measures are required to deal 
with these existing conditions. They may be required for years to 
come if we are to assist in the development of underdeveloped areas of 
the world and are to assist United States industry to export its goods 
to willing buyers abroad. 

The facilities offered by the E xport-Import Bank and the IBRD 
have been necessary in the difficult international financial conditions 
of recent years. They are still necessary, although some methods 
of operation should be changed. This view is shared by the large 
majority of the committee. In recent years the two b: inks have been 
among the few instruments by which capital from the United States, 
or elsewhere, available for international investment has been channeled 
into productive, worthwhile, and self-liquidating projects. 

The private international capital market is far from having achieved 
balance. It is therefore desirable that these lending institutions con- 
tinue to function, accumulating experience, and work toward creat- 
ing the conditions of international monetary confidence that should 
ultimately allow private funds and capitalistic free-enterprise system 
to perform an increasing and dominant role in the financial operations 
across national boundaries. 

A substantial majority of the committee believes that the lending 
operations of both banks have helped to raise production, employment, 
and living standards abroad. They have also benefited the United 
States, not only through the stimulus given to our exports, but also 
through the contribution made to the general development of the free 
world ec onomy. 

The obligations or funds of United States taxpayers utilized in 
such self-liquidating projects of these banks probably will achieve 
more lasting benefit than much of the aid we have given in the form 
of economic grants.!. Faced with difficult problems, the two banks 


1Mr. William C. Foster dissents to the first sentence of par. 27 
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have done a creditable job tow ard accompli hing the r respective pur 
Oses Consistent with their available resources 
It should not be necessar \ to re peat here the Inany argumen ts for 
helping free foreign nations to deve lop their resources and to raise 
their living standards. While such deve lopment may in some cases 
create competition for United States produce rs. its major effect is to 
create wider markets and the possibility of expanding trade. 
The Export-Import Bank and the IBRD should not be regarded 


as permanent institution Nor should we ever let pass any reason- 
able opportunity to return to private hands a greater share of inter 
national financial activity. These pu blie — should always be 
regarded as a “reserve” to 7 ivate financial institutions. They should 
function only where private funds are not scaiheile They should not 
compete with available acinahs sources of credit. They should 


courage private investment wherever possible and make every etfort 
to obtain participation in their operations, on just and proper terms, 
by private banks, insurance companies, and other financial institu- 
tions as well as individuals. The Export-Import Bank should refuse 
to lend to any country that does not make a determined and realistic 
attempt to attract private capital. 

The committee strongly urges, moreover, that the policies of 
two banks be so framed as to encourage prin ite business enterprise 
as well as private finance. Private business ind private finance will 
inevitably both be discouraged by continued lending to and through 
governments. We favor increased stress on foans to productive pri 
vate enterprises abroad, while recognizing that capital must also be 
provided, especially by IBRD, for the public services needed to sup 
port a private economy. We feel that loans made at realistic rates to 
priv ite enterprise, and made with the maximum possible participa 
tion by priv: ite investors, will pave the w: ay for transition to a period 
when private institutions will once again carry the major tasks and 
responsibilities of international finance. 

There are a few members of the committee who feel that the Export- 
linport Bank, or the IBRD, or both banks, shou!d either be abolished 
or severely curtailed. They argue that publie agencies have no place 
in this field and stress the danger, fully recognized by other members 
of the committee, that foreign governments, finding themselves able 
to borrow freely from these banks, will have no reason to meet. the 
more realistic terms and conditions necessary to interest private 
investors. 

On the other hand, there are members of the committee who feel 
that the activities of one or both of the banks should be greatly 
expanded. 

THE EXPORT-IMPORT BANK 


Members of the committee have had wide experience with the 
Export-Import Bank, covering many different phases of its opera- 
tions. Most of those who have had direct dealings with the bank 
report their experience as most satisfactory. Many of them expressed 
appreciation for the outstanding technical competence of the officials 
and staff of the bank, and have commented on the careful handling 
given to loan applications. The Export-Import Bank has handled its 
assigned duties with notable success. 
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The Export-Import Bank was created to assist United States 
exporters to sell abroad to buyers unable to pay dollars on delivery for 
the goods. Asshown more fully later, this is a facility furnished their 
exporters by many governments. Nonconvertibility of currencies 
creates one of the primary needs for financing by such a bank. The 
bank should try to encourage private enterprise and finance to assume 
an increasing share of the functions and responsibilities now neces- 
sarily falling to the bank. The bank has, moreover, carefully adhered 
to its stated policy of refraining from competition with private lend 
ing institutions. However, greater emphasis could be placed on 
encouraging maximum participation by private enterprise and finance 
in its operations. 


Lxport Import Bank guaranties of loans 


Although the bank should continue to lend directly whenever +g eie 
priate, its direct loans without private participation should be at a 
minimum. 

To develop active private participation in export trade financing, 
the Export-Import Bank should consistently seek wide distribution 
of its participated guaranteed obligations. Interested banks and 
financial institutions, wherever loc ated, should have opportunities of 
partic ipating in such operations so that available sources of funds for 
financing export trade will be increasingly utilized. The fee for the 
bank’s guaranty should be adequate to cover both the risks involved 
and all other costs to the bank 

Use of the guaranty can minimize the drain on Treasury cash, for 
the guaranty creates no obligation on the Treasury in the absence of 
default. If the bank is prudently managed and the charge for its 
guaranty can be made commensurate with the risks undertaken, the 
bank should be able to assist United States exporters materially 
through such guaranties without cost to the Government. 

Private exporters should not, however, expect what in effect is a 
subsidy from the United States Government through efforts of the 
Export-Import Bank to guarantee American exporters against losses 
arising from normal credit or exchange risks. 

We do not believe that the Export-Import Bank, either directly or 
by guaranties, should be asked to assist in financing exports solely for 
the purpose of covering the impediment to business arising from the 
fact that payment is received by the seller less quickly on his export 
business than on his domestic sales. The longer collection time for 
funds coming from foreign sources is just one of the “costs” of export 
sales. This cost must be allowed for by the seller. 

The Export-Import Bank should have the discretionary authority 

: lend short-term funds, when a private source for the funds is not 
available, but such a short-term loan must not offer the seller any 
euaranties which are not offered generally in similar loans for domes- 
tic purposes. We do not feel that a domestic exporter should be 
relieved from exercising himself any of the usual business precautions. 
Nor do we believe that he should be protected by the Export- Import 
Bank from any of the usual business risks faced by a seller in an 
export. market. 

Where the FE xport- Import Bank acts as a lender rather than as a 
guarantor, participation in the loan on their own account by private 
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financial institutions should be encouraged, either with or without 
recourse, as has been done on oceasion in the past. ‘The widest possible 
participation should be encouraged. Under present conditions the 
participation of the Export-Import Bank, even in very moderate pro- 
portion, may make possible considerable private lending which would 
not otherwise be accomplished. 


Blimination OT subsidise X 


obvious and the prob lem Hla be j necres asingly counplex 1h the Case of 
vuaranties or export « ‘redit insurance. But eve Kye tfort should be made 
to eliminate any subsidy in the rates so that a sound approach to these 
financing operations may be possible on the part of both private entet 

prise and Government. 


The difficulties of determining self supporting rates for loans are 


I Ppor f ¢ redit PSU PANE 


The question of subsidies applicable to exports ee licated by tl 
fact that other industrial countries are in some instances aiding thei 1r 
exporters through excessively easy credit terms or by various insur 
ance concessions. which do, in effect, represent a subsidy. While this 
problem is 2 difficult one, we do not feel that it would he in the public 
interest for the United States Government to enter into that essen- 
tially unhealthy practice. 

The foreign trade position of the United States must be maintained 
by world progress toward the multilateral elimination of restrictions, 
and not by our participation in a world trend toward export by sub 
sidy. 

Nevertheless, a substantial number of committee members believe 
that a study mig ht profitably be made of a program of export credit 
Insurance to cover the exchange risk and other international risks on 
foreign sales, perhaps along the lines establis hed iN) countries as 
Great Britain, Canada, and Western Germany, although any subsidy 
features in these programs ot other countries should be eliminated in 
a plan for the United States. Under these plans of other countries 
the exporter is guaranteed collectibility and remittance (collection in 
local currency and conversion into his own currency) for the bulk of 
the sale, but is required himself to carry a fixed percentage of the total 
risk. 

It is pointed out, however, that one of the problems which must 
be met 1n any program of Government Insurance of exports is that it 
may be difficult, if not impossible, for a Government agency to make 
the necessary distinctions between different countries and different 
borrowers when it comes to setting rates and other conditions. Never 
theless, there is a substantial body of committee opinion which holds 


r 
} 
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2Mr. James G. Patton has requested that the following footnote be appended to these 
paragraphs: 

“In addition to partial disagreement with other paragraphs of this report, I am in com 
plete disagreement with the statements in pars. 44 and 45. These paragraphs take a flat 
position opposed to all export subsidies. There is a statement that oe suld be in opposition 
to the present uses made of a large share of so-called sec. 32 funds in encouraging the 
foreign sale of abundant farm products and is, also, in opposition to the obligations assumed 
by the United States Government under the International Wheat and Sugar Agreement 
I believe that the International Wheat Agreement has served to promote the best interests 
of the United States and of other wheat exporting and importing nations I have urged 
our Government to negotiate similar agreements for other farm products that enter in an 
important way into international trade. I am, therefore, in disagreement with pars. 44 
and 45 in their opposition to foreign agricultural programs of long duration that have 
meant so much to American farmers.’ 
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that, for the near future and until a backlog of experience is built up 
which might possibly encourage private financial institutions to enter 
the field, the Export-Import Bank may be the best source of export 
Insurance or Guaranties aguist ink onvert ibility ‘such imsurance would 
cover only the risks peculiar to export trade and would not include 
credit insurance, which is recognized to be a matter for the individual 
exporter or for private credit insurance companie 

The bank should favor loans to private enterprises abroad in pret 
erence to loans to governments or government-controlled operations. 
This is especially so when the project being financed is one which 
would normally be expected to fall within the realm of private enter 
prise, This should not, of course, bye taken to exclude loans for projec ts 
relating to irrigation or other basic services operated by a government ; 
but it means that foreign governments should not be encouraged by 
loans to colpete with private enterprise. 

The legitimate need for intermediate term finan ine of exports 
should be recognized, but the export Iniport Bank should finance 
only those projects which are financially sound, and it should refrain 
from making loans out of proportion to the future ability of the foreign 
country to earn dollars for the repayment of the loan. 


/ Ond le Th loans 


have in general been successful. And we feel that it is not in the public 
interest for the bank to adhere to any rigid rule concerning the length 
of time for which loans can be made. While many long-term loans, 
particularly those whose sole purpose Is development of a forelgn 
country, are more appropriately made by IBRD, a large majority of 
the committee feels that occasions will almost certainly continue to 
arise when it is desirable for the Export-Import Bank to make such 
loans. 

Long-term loans on the part of the Export [import Bank may be 
appropriate for the following reasons: 

(a) In helping finance export trade of the United States, the bank 
cannot ignore the fact that medium or long-term financing is appro- 
priate for exports of heavy equipment and machinery. There are 
cases where, in the absence of such financing, either an export will 


We believe that the long-term loans of the Export-Import Bank 
} I 


not be made at all or it will be made by a foreign suppher whose com 
petitive advantage lies solely in his ability to offer more generous 
credit terms. 

(6) The IBRD ean lend only to its members. The Export-Import 
Bank is free to lend to other countries as well. 

(c) There are cases in which the United States has a paramount in 
terest in a loan project and it is important that the United States be 
a direct party to the loan whether or not it could be obtained from the 
IBRD. Examples include loans for the development of strategic raw 
materials sources abroad, particularly Important 1M) view ot the long 
run trend toward increased reliance by the United States on imported 
raw materials. 

(7d) Unlike the IBRD, the Export-Import Bank is not bound by 
its charter to require that any loan made to a private borrower be 
guaranteed by the government of the borrower. The great bulk of 
Export-Import Bank loans to private enterprise abroad have been 
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made without any such guaranty. The advantages of bypassing the 
government guaranty requirement are discussed in the following sec 
tion of this report, dealing with the IBRD. 

The committee believes that the maintenance of high standards is 
essential to the continued effective functioning of the Export-Import 
Bank. While acting as an instrument of United States policy and 
as an acknowledged representative of United States interests, the 
bank must also adhere to sound banking policies, and its loans should 
be justifiable, as far as possible, by economic, and not merely by 
political, standards. 


OVERLAP BETWEEN THE TWO BANKS 


The criticism has been made that the functions of the two banks 
overlap in many areas. The committee believes that some overlap 
is inevitable, and that it is probably not serious. 

One of the functions of the Export-Import Bank, which is wholly 
a United States institution, is to finance exports of United States 
exporters. Its purpose is to facilitate export sales by our nationals 
when the buyer either does not have the funds, or is unable to convert 
his local currency into dollars, to pay for the goods. 

The IBRD, as its name implies, is primar rily to aid in reconstruc 
tion of World War II damage and the development of underdeveloped 
needy areas of the world. ‘Its stock is owned by 55 nations. It can 
only make loans to its member governments, or loans are guaranteed 
by its member governments. This bank is unconcerned with assist- 
ance to the exporters of any individual nation; its function is to aid the 
borrowing nation. The United States owns less than one-third of 
the stock of IBRD, although to date it has put up more than two- 
thirds of that bank’s money. Nations other than the United States 
have paid in $280 million in capital to the bank; the United States has 
paid in $635 million, or 71.7 percent of the total capital. $230 million 
of the bank’s bonds were sold outside the United States; and $423 
million were sold in the United States, or 64.7 percent of the total 
bonds. The bonds sold in the United States are in effect guaranteed 
by the United States Government because in the event of a default 
the United States would be liable to the extent of its unpaid capital 
subscription, which is more than the total of all bonds sold in the 
United States. (These figures are as of December 31, 1953.) 

The IBRD has adopted practices (requiring borrowing nations to 
pledge dollar reserves) which in effect require its borrowers to restrict 
their international borrowing to that bank. The banking justifica- 
tion for this requirement is that it prevents borrowers from over- 
extending themselves through making several loans from different 
lenders. 

This practice, however, has led to complaints from United States 
exporters. There are United States exporters who have arranged 
sales, largely of heavy equipment, to foreign governments. On occa- 
sion, these transactions cannot be financed ‘by the Export-Import 
Bank because of contractual commitments by the borrower with IBRD 
which IBRD refuses to waive. Generally IBRD is willing itself to 
make the loan, but this requires competitive bidding that frequentl 
means sending the business outside the United States, even ash 
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the buyer is willing to pay a higher price for what it considers to 
be a better product from the United States. Since IBRD is owned, 
and managed, jointly by 55 nations, it is understandable that it insists 
on equal opportunity of sale for each nation. 


THE WORLD BANK 


Members of the committee have had considerable direct experience 
with the International Bank for Reconstruction and Development. 
This experience includes transactions with both financial and indus- 
trial institutions. Those who have had direct experience with the 
bank, as well as those whose comments are based on observations only, 
generally agree that the activities of the IBRD have tended toward 
increased production and a higher standard of living in the borrowing 
countries. Its activities have also helped expand international trade 
and employment to the benefit of the world as a whole. 

This bank has generally made loans only where private capital in 
the necessary volume was not available. The bank’s operations have in 
many cases helped create a climate more conducive to private invest- 
ment in the borrowing country. Moreover, it is recognized that this 
bank has generally extended credit only for projects determined to 
be economically sound and where the responsibility of the borrowing 
country has been confirmed by a willingness to participate. 

There is a definite place, in the difficult economic conditions prevalent 
in the world, for an international institution able to enjoy the con 
fidence now widely accorded to this bank. The international character 
of the bank has tended to reduce any suspicion of special interest and 
has allowed it to exert a healthy influence in the direction of financial 
stability. Moreover, the work done by the bank in raising production 
levels and the standard of living in borrowing countries has added to 
the political stability and strength of the free world, as well as open 
ing the way to further private development. 

A substantial majority of the committee feel that American par- 
ticipation in the IBRD has been and is justified from the standpoint 
of national self-interest. 

The IBRD has generally used its position to establish high standards 
for both borrowers and lenders in international finance, and has set 
up machinery which may possibly be able to function on a larger 
scale, and with a larger degree of private participation, when inter- 
national conditions are more favorable. However, certain aspects 
of the bank’s operations are felt to militate against the development of 
private enterprise and finance to a degree considered undesirable. 
Criticism of government guaranties 

We are most critical of the charter provision which requires that any 
loan by the IBRD to a private borrower be guaranteed by the bor- 
rower’s government. While this provision oby iously adds to the credit- 
worthiness of the loan, it tends to restrain private initiative and to 
promote government direction of private enterprise. The guaranty 
cannot help but give the government a considerable degree of influence 
in the borrowing enterprise. This may be appropriate in the case of 
a public works project but not in an ordinary industrial or commercial 
undertaking. The effect of this guaranty requirement is not only to 
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bring government into business but also to discourage private enter 
prise from seeking funds for worthwhile projects from the bank. 

Our criticism of government guaranties does not extend to guat 
anties by an instrume sntality of a borrowing country of the availability 
of foreign exchange for the service or repayment of loans. 

The experience of the Export-Import Bank indicates that govern 
ment guaranties are not always necessary for successful operation. 
The IBRD should be allowed greater flexibility in providing develop 
ment capital for private enterprise. Any additional risks thereby in 
volved should be offset by the application of more realistic rates of 
interest. 

Private capital finds it difficult to finance such activities as the 
construction of roads, installation of sanitary facilities, improvement 
of ports, establishment of schools and hospit: als, and similar activities 
which may render important public services but from which it is 
impossible to obtain direct revenue to service the costs of the facilities, 
maintain the properties or services, and eventually recover the capital 
values. These are the types of facilities for which a case may be made 
in favor of government ownership and operation. To the extent that 
the proposed borrowing governments are in a position to repay the 
loans, the IBRD should be encouraged to make capital loans for such 
purposes. But advances should not be made unless repayment in 
accordance with reasonable requirements can be expected. 

Majority view 

A substantial majority of the committee believe that the IBRD 
should continue its activities. However, they believe that it should 
put increased stress on the financing of productive private e nterprise 
wherever possible, and that it be allowed more flexibility in this 
respect, as noted above. The availability of IBRD capital for 
government-controlled enterprises may make foreign countries less 
anxious to create conditions that will foster private enter}rise within 
their own borders and will attract private capital from abroad. The 
bank should take all possible action to counter this tendency. 

Weare not unmindful that the charter of the IBRD can be amended 
only by the unanimous action of its 55 members; a difficult task, to say 
the least. Nevertheless, it is extremely important that it discontinue 
its current practice of requiring gover nment partic ipation in all loans. 

The effectiveness of the IBRD should increase as it becomes able to 
mobilize capital from an increasing number of countries. While we 
recognize that there may be special conditions that have caused a very 
large proportion of the bank’s loans to be made in dollars, it is hoped 
that the currencies of other member countries will become available 
and be utilized in increasing quantities, in line with the true inter- 
national character of the bank. 


Minority view 
A few members of the committee feel that the activities of the IBRD 
should be curtailed, while others feel that they should be expanded. 








INDIVIDUAL VIEWS ON INTERIM REPORT 
SEPARATE Views or JouHn J. McCroy 


I approve release at this time of the draft interim report of section I 
as an interim statement and in general approve this draft. Particu- 
larly, I believe that the statement of the very satisfactory experience 
with the technical « ompetence and efficient management of the Export- 
Import Bank and the International Bank for Reconstruction and 
Development is well merited and I agree with the statement that the 
facilities offered by those institutions have been necessary in the diffi 
cult international financial conditions of recent years and are still 
necessary. | also support the recommendations that the lending 
authority of the export Lmport Bank should not be limited as to term 
or type of loan and should be restricted only by sound banking practice 
and the national interest of the economy of the United States. I 
would urge, however, that an effective policy be maintained within 
the Export-Import Bank under which the financing of long-term de 
velopmental projects will be looked upon as the primary responsibility 
of the International Bank wherever member countries are involved 
and the i xport Import Bank ll not opel ite as an competitor for uch 
financing. 

Some aspects of the International Bank I believe have not, however, 
received suflicient emphasis in this draft. ‘The draft recommends that 
the charter of the International Bank should be changed so as not to 
require direct. bank-to-government loans or governmental guaranties 


of loans, thus permitting ioans to private vorrowers without govern 


mental guaranties. Quite possibly there are, at present, circumstances 
in which International Bank loans made to private interests without 
vovernmental ovuaranties vould materially contribute to the recon 
struction and development of member countries on a sound basis. | 


feel, however, that it is premature to conclude, as 11 dicated on page 14 
of the draft, that loans to governments or guaranteed by governments 
should be restricted to the finaneing of public works projects. Apart 
from other considerations, loans by the International Bank to gov- 
ernments or guaranteed by governments have made a very substan- 
tial contribution to the betterment of world economic conditions 
through the influence which the International Bank has been in a 
position to exert under its loan arrangements with the governments 
of member countries. Such foreign governments have been made 
conscious of the vital significance of balance-of-payments problems 
and of the necessity of husbanding their foreign exchange and foreign 
credits. This influence, I believe, has been a material factor in avoid- 
ing unrestricted expenditures for nonproductive purposes and a result- 
ing dissipation of foreign assets which contributed to the financial 
debacles which followed World War I. An added invaluable feature 
of the International Bank is its unique capacity to deal directly with 
19 
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the governments of member countries as an organization created by 
them and in which they participate and through such contacts to en- 
courage a cooperative effort among the member countries themselves 
to bring about sounder economic conditions. 

[ agree that emphasis should now be placed upon encouragement 
of private business abroad and encouragement of private financing 
by American interests of foreign enterprises and encouragement of 
American exports, but the important contribution which the Inter- 
national Bank has made and can continue to make through its loan 
arrangements with foreign governments should not lose proper con- 
sideration. It must also be recognized that after World War II 
conditions were such that stimulation of reconstruction and produc- 
tion was required and that the International Bank, as well as the 
Export-Import Bank, made important contributions in this regard 
in conjunction with the foreign aid programs. The International 
Bank has also made commendable strides toward mobilization of 
foreign capital for investments and I believe that increasing efforts 
in this direction should and will be made as foreign currencies become 
more stabilized. I agree that a policy of encouraging private financ- 
ing, production, and trade should be adopted and I believe that banks 
and other private investors will be more willing, as world conditions 
become more stable and foreign economies more developed, to take 
an increasing participation in credit extended to American exporters 
and to private enterprises abroad. 

A third aspect of the International Bank deserves mention. The 
fact that the International Bank must go to the private markets for 
funds establishes a pressure for the maintenance of sound lending 
policies. It is evident that a public lending institution, such as the 
Export-Import Bank, must itself maintain a critical business outlook 
when assessing the soundness of loans although the pressure to do 
so, which exists in the case of the International Sauk, may not be 
present. Certainly such responsibility cannot be transferred to the 
exporters for the reason that when loans are guaranteed in whole or 
substantial part by such an institution exporters are relieved im a 
material degree of the necessity of following sound credit policy. 

From the material you have sent me it is quite evident that you 
have given this matter a great deal of time and thought. I trust 
that these additional comments will be useful in the study of the 
financial aspects of expanding our foreign trade, and I believe they 
should be weighed with the other considerations set forth in the 
draft report. 


SEPARATE Views oF Emit RIEvE 


We have already made it clear that we believe in the Export- 
Import Bank as a vehicle of America’s foreign economic program. 
Our purpose is to evaluate the specific proposals, arguments, and 
observations presented in the report. As for the publication of the 
present report, we shall abide by the decision of those who may wish 
to have it appear, providing this letter accompanies any such release. 

1. The report itself reflects prevailing sentiment in the export and 
banking communities toward the Export-Import Bank and the Inter- 
national Bank for Reconstruction and Development. The former 
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favors governmental machinery established to “facilitate exports and 
imports and the exchange of commodities.” The banking fraternity 
sees advantages in the present arrangement but is fearful of its com- 
petitive impact. Both apparently seek to bridge their divergent 
interests in a pledge to private enterprise and finance. The result is 
that the statement is particularly vague on the problem of charges 
to be made by the banks. 

The fundamental purposes of the Export-Import Bank are to 
aid our trade and to promote the development of other countries. 
These must be the paramount considerations in the evaluation of the 
institution. Unfortunately, they are often lost sight of in the anxiety 
to a9 the interests of private finance. 

We have made it clear that we do not believe that the Export- 
Import Bank should be an independent agency. Its policies and acts 
should be coordinated with general American foreign economic = y. 
We agree that the Secretary of the Treasury has dominated the Na 
tional Advisory Council on International Monetary and Financial 
Problems and thereby immobilized the Export-Import Bank. Grants 
for development loans and export credit have declined. We dis- 
approve of these policies and favor more liberal grants to promote 
international trade and development. We favor the position taken 
by the Secretary of State before the Inter-American Conference in 
Caracas in assuring the conferees that the bank would advance loans 
“which are not being made by the International Bank.” But these 
differences in policy should be resolved by the President of the United 
States. If the executive branch of the Government favors liberaliza 
tion of the loan policy it can secure a reversal of the current position 
through the National Advisory Council on which its appointees are 
seated. There must be consistent policy and action by administrative 


agencies in the field of foreign economic policy. An independent : 


agency would only cause confusion. 

4. We would, therefore, urge that a change in policy be effected 
either through an Executive order or through a ideal of policy 
by the Congress of the United States. 

The report recognizes the need for the services performed by 
both the Export-Import Bank and the International Bank. There 
are repeated warnings that they should not stray from their dedica- 
tion to private enterpr ise. It is difficult to determine the reason for 
these pleas since there are abundant evidence and frequent references 
within the report to the conclusion that these banks have strictly 
observed the prescriptions in their enabling acts not to compete with, 
and to promote, private investments. 

6. Both banks are necessary because private financial institutions 
are unable to render the services they perform at rates which the 
banks can charge. 

The report criticizes the prescription in the articles of agreement 
of the IBRD that loans carry governmental guaranties. But such 
guaranties have been made necessary in part by the demand of 
private investors for such guaranties. Otherwise funds would not 
have been made available. The alternative to this course would be 
to increase the governmental contributions to the IBRD with the 
understanding that they could be invested in nonguaranteed projects. 
This proposal would be a difficult one to implement. 


< a Seater: 
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The rates charged by the two banks must not exceed the costs 
of such funds, the costs of the service and the risks assumed by the 
agency. Higher rates would tend to embarrass the entire project 
since these banks are designed to aid trade and development with 
reasonable rates. The banks’ purposes must not be frustrated in 
the hope of avoiding the embarrassment to private financial institu- 
tions because of the higher rates chi irged i In private tr ansactions. 

9. We oppose the proposal that the E xport-Import Bank sell its 
direct obligations since the result would be to increase costs and 
limit the bank’s opportunities for constructive service. The rates 
charged in loans to Cuba and New Zealand have led to a reappraisal 
of methods other than direct loans by the Export-Import Bank. 

10. The loan policies of the Export-Import Bank should not be 
restricted by admonitions for it to limit loans to foreign private 
enterprises in which American proprietorship or equities are involved 
or to countries which meet the test of making a determined realistic 
attempt to attract private capital. These prescriptions may prevent 
the realization of the bank’s primary purposes. 

11. Examples of the lasting benefit of economic grants can be sub- 
mitted for each illustration of the constructive results flowing from 
self-liquidation projects. Both are useful and appropriate in different 
circumstances. 

12. We would take exception to the statement that the primary 
purpose of the Export-Import Bank is to meet the problem of the 
nonconvertibility of currencies. The Export- Import Bank serves 
mi "4 other useful functions. 

The Export-Import Bank may have to be called upon to make 
. ans for political purposes. The limitation suggested in the interim 
report indicates that the writers have not given adequate weight to 
the place of the bank as an instrument of American foreign economic 
policy and have appraised it in rather limited terms of their own 
business interests. 

14. We belive that the banks should be commended for the services 
oe have rendered in promoting trade and economic development. 

15. Both banks should make long-term loans conditional upon the 
maintenance of proper labor standards on the projects involved. 
These labor standards should be worked out in consultation. with 
the International Confederation of Free Trade-Unions. 

Very truly yours, 
SoLomon Barkin for Emil Rieve. 


SEPARATE Virws or W. W. CumMBERLAND 


Mr. Cumberland objects to the report to the extent that it advocates 
additional capital and additional powers for the Export-Import Bank. 






SEPARATE ViEwS OF Mr. - 






J. HAayeEs 


IL shall first deal with the bill itself, which I favor. However, I 
should like to suggest one alteration. Lines 4 and 5 on page 3 now 
read : “Terms of directors shall be at the pleasure of the President of 
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the United States * * *” May I suggest that this be changed to 
read: “Directors shall serve for a term of -years *** 

This procedure would be in accord with the practice followed i 
appointing members to most Federal boards and agencies. I see no 
reason why this tried method should not be followed here. It would 
strengthen the bill’s aim in establishing an “independent agency.” 

You are free to turn my letter over to Senator Capehart for incor- 
poration in the record. 

I am glad to note that you have decided to “engage the services of 
a competent economist and writer.” Frankly, 1 would have preferred 
to see a complete and well-edited report issued at a later date rather 
than a loose and partial report at present. But, since you think that 
io release of the interim report might aid the passage of Senator 

Capehart’s bill, I am not objecting to its immediate publication. 

I shall now turn to section I of the draft report. It seems to me that 
eee is a danger that some sections of the report might be mistaken 
for special pleadings by groups interested in international finance, 
investment, and trade, rather than as an expression of American 
citizens concerned with the welfare of the country. 

I have in mind such references as the following: 

(1) Paragraph 11: 

* * * current transitional phase from governmental finance to private finance 
which should ultimately end in governmental withdrawal from the field * +. 

(2) Paragraph 17: 

A majority of the committee believes that this restriction, in respect of govern- 
ment loans and government guaranties, tends to discourage any effort on the 
part of the governments of borrowing countries to establish conditions conducive 
to private finance to similar or the same projects in the borrowing country and, 
to this extent, tends toward socialism or statism. 

There is no doubt in my mind that every member of the Citizens 
Advisory Committee is opposed to a course which “tends toward 
socialism or statism.” In fact, we want to do everything in our 
power to further a competitive system of free enterprise. In my 
original statement, sent to you on December 3, 1953, I wrote: 

It is apparent to us that the achievement of full economic self-sufficiency by 
friendly nations will rest eventually upon their adopting some form of the com- 
petitive system of free enterprise which has led to our industrial greatness. 

But we must be cognizant of the fact that many countries in the 
world still lack the enterprising individuals and necessary institutions 
to achieve a competitive system. In these places, governments are 
the only agencies which can lay the foundation for the establishment 
of private enterprises by the development of a transportation system, 
power resources, and a banking system. It would, indeed, be a sad 
commentary on our efforts if we defeated our very goal of fostering 
the free-enterprise system in undeveloped countries by depriving their 
governments of the means needed to achieve it. Needless to say, 
a competitive free-enterprise system is merely the means by which 
individuals can secure freedom and prosperity for themselves and their 
families. 

Elsewhere, the statement makes reference to “loans made at realistic 
rates to private enterprise,” and “interest rates and maturities as 
closely as possible consistent with the interest and maturity require- 
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ments of private finance.” I also find in section C on page 39 this 
sentence: 

Its operations should not be competitive with private finance, but rather 

should form a practical base on which private finance might ultimately perform 
the same functions. 
I hope that these views do not lead to a situation where the absence of 
the competition of the Export-Import Bank results in higher interest 
rates than might otherwise exist. Competitive bidding should be 
encouraged in the field of finance as well as in trade and industry. 

Finally, I want to endorse the proposal made under the heading, 
“Changes in Authority for Future Considerations.” The experience 
of other countries has shown the value of export credit guaranties. 
It is a subject which requires careful consideration. 


O 








